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Summary 

The longest and deepest recession since the Great Depression ended as expansion began in June 

2009, Although output started growing in the third quarter of 2009, the labor market was weak in 

2010, with the unemployment rate averaging 9.6% for the year. Despite showing improvement in 

2011, the unemployment rate averaged a still high 8.9% for the year. The labor market continued 
to improve slowly, reaching 8% for the first time since January 2009. The rate fell slowly in 2013, 
reaching 7% by November, but still above the pre -recession rate of 5%. 

Several policy steps were taken after the economy entered the Great Recession. They include 
stimulus bills in 2008 (RL. 110-185) and 2009 (P.L. 111-5), an unprecedented expansion in direct 
assistance to the financial sector by the Federal Reserve, and the Troubled Asset Relief Program 
(TARP; P.L. 110-343). In December 2010, after the recession had ended, P.L. 111-312 extended 
the 2001 and 2003 “Bush” income tax cuts through 2012 as well as other expiring tax provisions 
and emergency unemployment benefits through 2011. The Tax Relief, Unemployment 
Reauthorization, and Job Creation Act also cut the payroll tax by two percentage points through 
2011. The payroll tax cut was extended into early 2012 as part of the Temporary Payroll Tax Cut 
Continuation Act (P.L. 112-78) and again through 2012 as part of the Middle Class Tax Relief and 
Job Creation Act (P.L. 112-96), which also extended emergency unemployment benefits. 

In 2012, attention focused on the significant increase in taxes and decrease in spending popularly 
referred to as the “fiscal cliff.” Economic projections had suggested that these policies would 
have dramatically slowed growth and perhaps lead to a recession in the first part of 2013. The 
American Taxpayer Relief Act (P.L. 1 12-240) eliminated somewhat more than half the fiscal cliff, 
but fiscal policy remained contractionary for 2013 as compared with 2012 and was projected to 
cause growth to slow by one to two percentage points compared to what otherwise would have 
been the case. Some provisions of that legislation expire at the end of 2013. The Bipartisan 
Budget Act of 20 1 3 allowed for higher spending limits, but had offsetting provisions with a 
negligible effect on the economy and did not extend most expiring tax and spending programs, 
including extended unemployment benefits. These provisions cause further contractionary fiscal 
policy effects. 

This report addresses three policy issues: whether to take additional measures to increase jobs (or 
avoid contractionary policies), what measures might be most effective, and how job creation 
proposals should be financed. Most proposals that have been discussed in the past as part of a 
potential additional macroeconomic jobs bill are traditional fiscal stimulus policies. Their 
objective is to increase total spending in the economy (aggregate demand) either through direct 
government spending on programs or by providing funds to others that they will spend (through 
tax cuts, transfer payments, and aid to state and local governments). Proposals for employment 
tax credits are different from traditional fiscal policies in that their objective is to directly increase 
employment through a subsidy to labor costs. 

To be effective, fiscal stimulus is generally deficit financed. Although a stimulus measure could 
be paid for by cutting other spending or raising other taxes, these financing options will offset the 
stimulative effects on aggregate demand. It is possible to choose a deficit-neutral package of tax 
and spending changes that would stimulate aggregate demand if some types of measures induce 
more spending per dollar of cost than others, but such an effect would likely not be very large. 

The choice of financing affects both the macroeconomic impact and the cost-benefit tradeoff of 
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the policy proposal. If such an effective stimulus package could be designed, it would have the 
advantage of not exacerbating the challenges of a growing debt. 
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I n response to the slow pace of improvement in the labor market after the 2007-2009 recession 
ended, some Members of the 1 12 th Congress and the Administration proposed additional 
fiscal stimulus or job creation legislation. These bills followed several policy steps taken 
while the recession was in effect. 

Attention most recently had focused on the significant increase in taxes and decrease in spending 
scheduled to occur at the end of 2012, popularly referred to as the “fiscal cliff.” Economic 
projections had suggested that these policies would reduce spending and dramatically slow 
growth in 2013, most likely leading to a recession in the first part of 2013. Proposals were made 
to extend some expiring tax cuts (H.R. 8, S. 3412, S. 3413) and to change the manner in which 
spending cuts (sequestration) are to be achieved in the Budget Control Act of 201 1 (P.L. 1 12-25). 

The American Taxpayer Relief Act (H.R. 8), enacted at the beginning of January 2013, eliminated 
somewhat over half of the fiscal restraint as defined by the Congressional Budget Office, largely 
through extension of expiring tax cuts enacted in 2001-2003, but also including an extension of 
extended unemployment benefits and a two-month delay in budget cuts (sequestration). The 
remaining provisions that were not addressed, including an increase in the payroll tax and a cut in 
spending, woidd contract the economy, probably between one and two percentage points, 
compared with the growth that would have occurred without fiscal constraint. 

In December 2013, Congress passed H.J.Res. 59, the Bipartisan Budget Act, which increased 
spending caps for discretionary appropriations. It also delayed a cut in physicians payments under 
Medicare (commonly known as the “doc fix”) for three months. The agreement had offsetting 
revenue gains and spending cuts, so that the overall proposal should have little stimulus effect. 

No action has been taken on the other temporary provisions in H.R. 8 expiring at the end of 2013, 
including the extension of unemployment benefits, the expiration of a number of temporary tax 
benefits, or a longer-term doc fix. These provisions together with the sequestration accounted for 
over a quarter of the original fiscal cliff. 1 Approximately 1.3 million individuals will lose their 
extended unemployment benefits at the end of December. 2 

This report briefly reviews the situation in the labor market, expands on the above-mentioned 
policy steps taken to date, and analyzes policy issues that typically arise during consideration of 
stimulus legislation. Three policy issues are examined: whether to take additional measures to 
increase jobs (or avoid contractionary measures), what measures might be most effective, and 
how job creation proposals should be financed. 



The Labor Market Situation 

From December 2007 to June 2009, the economy experienced the longest and deepest recession 
since the Great Depression. At the onset of the so-called Great Recession, the unemployment rate 
was 5.0%. It more than doubled, peaking at 10.1% in October 2009, before starting to slowly 
decline. This marked the first time that unemployment topped 10% since the 1981-1982 



1 See CRS Report R42700, The " Fiscal Cliff": Macroeconomic Consequences of Tax Increases and Spending Cuts, by 
Jane G. Gravelle. 

2 U.S. Department of Labor, Unemployment Insurance Weekly Claims Report, December 26, 2013, at 
http://www.dol.gov/opa/media/press/eta/ui/current.htm. This provision extends from six months to 99 weeks. 
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recession. The 2007-2009 recession also was characterized by the biggest percentage point 
increase in the unemployment rate of any postwar recession. 

Since the third quarter of 2009, economic output has grown, but not quickly enough to reduce the 
unemployment rate to normal levels. 3 The labor market remained weak in 2010, with the 
unemployment rate averaging 9.6% for the year. Although the rate fell during 20 1 1 , it nonetheless 
was a still high 8.9% for the year. The labor market continued to slowly improve in 2012. In the 
fourth quarter of 2012, the unemployment rate fell to just under 8.0% for the first time since 
January 2009. The December unemployment rate was 7.8%. The rate fell slowly during 2013, 
falling to 7.4% by mid-year, rising slightly in October and eventually reaching 7% by November. 4 

The duration of unemployment remains long by postwar standards. Four years after the 
recession’s end, unemployment remains high, and long-term unemployment continues at 
historically high levels. Of the 10.9 million workers unemployed in November 2013, two of every 
five (4.1 million) had not held a job in over six months. 5 

The rise in unemployment during the Great Recession was driven by a steep decline in 
employment. The number of employees on nonfarm employer payrolls plummeted by more than 
7 million between December 2007 and June 2009. 6 Job losses have subsequently decreased. 
Employment at private- and public-sector employers rose by more than 3 million between June 
2009 and October 2012, the latest month for which data were available at the time this report was 
prepared. Within the June 2009-October 2012 period, total employment increased substantially 
from March to May 2010 because the federal government hired temporary workers to assist it in 
conducting the decennial census. 7 After May 2010, employment fell as the temporary workers 
were let go upon completion of the 2010 census. Private -sector employment began increasing in 
March 2010, according to data from the U.S. Bureau of Labor Statistics’ monthly survey of 
employers in the nonfarm sector of the economy. From October 2010 through July 2012, job 
gains in the private sector more than offset losses in the public sector — chiefly at state and local 
governments. The public sector did not begin contributing to the net increase in nonfarm payroll 
employment until the second half of 2012. In the last year, from November 2012 to November 
2013, employment growth has been in the private sector, while employment in the public sector 
fell. 8 

A “hands off’ policy approach would counsel for patience. In this view, a decrease in 
unemployment is inevitable. Every recession since World War II except the 1980 recession was 
followed by a period of sustained job creation. 9 Historical experience confirms that strong 



3 For more information on the relationship between the two variables see CRS Report R42063, Economic Growth and 
the Unemployment Rate, by Craig K. Elwell. 

4 See Bureau of Labor Statistics, at http://www.bls.gov/news.release/empsit.tlO.htm, and http://data.bls.gov/timeseries/ 
LNS 14000000. 

5 See Bureau of Labor Statistics, at http://www.bls.gov/news.release/empsit.nrO.htm. The data suggest that there was a 
temporary rise of about 0.2% in October due to the partial government shutdown (the rate rose from 7.2% to 7.3% from 
September to October). 

6 CRS Report R41434, Job Growth During the Recovery, by Craig K. Elwell. 

7 Emily Richards, “The 2010 Census: the Employment Impact of Counting the Nation,” Monthly Labor Review, March 
2011 . 

s Bureau of Labor Statistics, at http://www.bls.gov/news.release/empsit.tl7.htm. 

9 In the case of the 1980 expansion, the economy slid back into recession in 1981. Employment then began sustained 
growth in 1983 following the end of the 1981-1982 recession. 
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